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Long- Term Care: Baby Boom
Generation | ncreases Chal |l enge of
Fi nanci ng Needed Servi ces

Chai rman Grassl ey, Ranking Menber Baucus, and Menbers
of the Committee:

I am pl eased to be here today as you discuss the
chal | enges we as a society face in financing |long-term
care needs. These chall enges are form dabl e al ready,
as an estimated 9 nillion persons age 18 or ol der
receive long-term care assistance, either at home or
in institutions such as nursing hones. Wile fanmly
nmenbers provide nmuch care, paying for purchased
services presents a significant financial burden for
many i ndi viduals and for public health care prograns.
For those needi ng nursing home or other extensive
conti nuous care, the costs can be substantial. On
average, nursing hone care currently costs $55, 000
annual Iy, with many nursing hone residents paying nuch
of that out of their own pockets.

Provi ding and financing long-termcare wll becone
even nore challenging in just over a decade when the
76 million baby boomers begin to turn 65. Over the
next 30 years, the nunber of elderly individuals is
expected to double. Moreover, wth baby booners
expected to live longer and greater nunbers reaching
age 85 and older, this generation is expected to have
a dramatic effect on the nunber of people needing

| ong-term care services, as the preval ence of
disabilities and dependenci es increases with age. To
hel p alleviate the pressures on public progranms and
famlies in nmeeting the needs of these persons, sone
advocate a growing role for private |long-termcare

i nsurance. Several recent congressional initiatives
aimto increase the use of private insurance in
financing long-termcare needs. These initiatives

i nclude establishing a programto nmake group | ong-term
care insurance available to federal enployees, nenbers
of the uniformed services, and civilian and mlitary
retirees; and proposals to provide additional tax
subsi di es to individuals purchasing |long-termcare

i nsur ance.

In view of these issues, you asked us to provide the
Committee information on [ ong-termcare insurance to
assi st you in considering what role it may play in
neeting future long-termcare needs. Accordingly, ny
remar ks today, which are based on our previous work
and ot her published and ongoi ng research,ﬂ focus on

1A 1ist of related GAO products follows this statenent.
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(1) the increased demand an agi ng baby boom generati on
will likely create for long-termcare; (2) an overvi ew
of current spending for long-termcare, including
recent changes in Medicaid and Medicare financing of
long-termcare; and (3) the potential role of private

| ong-term care insurance in hel ping finance this care,
including who is likely to buy this insurance, its
affordability, and the critical need for consuner
protections.

While ny focus will be on financing the projected
increase in the need for long-termcare for the

el derly, long-termcare needs of younger persons
shoul d not be overlooked. Disability and dependency
have no age boundaries, and the long-term care needs
of the nonelderly and the burden of satisfying them
can be profound. How to better neet these needs and
di stribute the burden deserves our attention
However, the potential for private long-termcare

i nsurance to assi st those whose disabilities or
dependenci es begi n at younger ages may be very
l'imted.

In sunmary, the confluence of the aging baby boom
generation, longer life expectancies, and evol ving
options for providing and financing |ong-termcare
services will require substantial public and private
investnent in long-termcare and the devel opnent of
sufficient capacity to serve this grow ng popul ation
Spendi ng for |ong-termcare, including post-acute and
chronic care in nursing hones and horme and community-
base care, was about $134 billion in 1999. Medicaid
and Medicare paid for nearly 58 percent of these
services in 1999, contributing about $59 billion and
$18 billion, respectively. Medicaid funds primarily go
to nursing hones and other institutional settings of

| ong-term care, but home and comrunity-based services
receive a growi ng share. Medicare primarily covers
acute-care services and thus plays a lesser role in

fi nanci ng nursing honme care —by paying only for short-
termstays following a hospitalization. Wile the
Medi care home health benefit had grown to play a
significant role in covering long-termcare, the new
BBA- mandat ed paynent system may reduce the provision
of such services. Medicaid, which is a jointly funded
federal -state program poses a |large burden on states’
budgets, creating pressure on their capacity to absorb
addi ti onal costs associated with the growi ng need for

| ong-term care services over the com ng decades.

Page 2 GAO- 01-563T



Long- Term Care: Baby Boom
Generation | ncreases Chall enge of
Fi nanci ng Needed Services

Private long-termcare insurance is viewed as a

possi ble way to reduce catastrophic financial risk for
the elderly needing long-termcare and to relieve sone
of the financing burden now shoul dered by public | ong-
termcare prograns. Yet private insurance, including
both traditional health insurance and | ong-term care

i nsurance, represents only about 10 percent of |ong-
term care spendi ng—about $14 billion in 1999. Less
than 10 percent of the elderly and an even | ower
percent age of the near-elderly have bought |ong-term
care insurance, although the nunber of individuals
purchasi ng | ong-term care insurance increased during
the 1990s. Questions renmain about the affordability of
policies and the value of the coverage relative to the
prem uns charged, and while nmany states have adopted
standards for long-termcare policies, it is uncertain
whet her these fully assure consuner confidence in the
reliability of long-termcare insurance. |If |long-term
care insurance is to have a nore significant role in
addr essi ng the baby boom generation’s upcomn ng chronic
health care needs, the policies offered nust be viewed
by consuners as reliable, affordable products with
benefits and linmitations that are easy to understand.

Backgr ound

Long-term care includes many types of services needed
when a person has a physical or nental disability.

I ndi vi dual s needing | ong-termcare may have difficulty
perform ng sone activities of daily |iving (ADL)

wi t hout assi stance, such as bathing, dressing,
toileting, eating, and noving fromone |ocation to
another. They may have nental inpairnents, such as

Al zhei mer’ s di sease, that necessitate supervision to
avoid harmto thensel ves or others or require

assi stance with tasks such as taking nedications.

Al t hough a chroni ¢ physical or nental disability nmay
occur at any age, the older an individual becones, the
nore likely a disabling condition will devel op or
worsen. Nearly one-seventh of the nation’s current

el derly popul ation—an estinmated 5.2 mllion—have a
limtation in either ADLs; instrumental activities of
daily living (1 ADL) such as preparing food, doing
housekeepi ng, and handling finances; or both. Mre
than one-third of these people have limtations in two
or nore ADLs.

Long-term care enconpasses a wi de array of care
settings and services, not only institutional care
provi ded by nursing homes for individuals with nore
extensi ve care needs but al so hone and conmunity-based
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The Baby Boom
Generation W |
G eatly Expand

Denmand f or
Term Car e

Long-

care. Nearly 80 percent of the elderly requiring

assi stance with ADLs or I ADLs live at home or in
comuni ty-based settings, while nore than 20 percent
live in nursing homes or other institutions. The
nmajority of long-termcare is provided by unpaid
famly caregivers to elderly individuals living either
in their own honmes or with their famlies. However, a
growing mnority of the elderly receives paid

assi stance from various sources. For exanple, state
Medi cai d prograns have increased significantly the
nunber of beneficiaries receiving in-home or conmunity
services. |In addition, alternatives to nursing hone
care, such as assisted-living arrangenents, are
devel opi ng that have | ong-term care services
avai | abl e.

Long-term care needs are an especially significant
concern for wonen. Wonen represent 7 of 10 unpaid
caregi vers, three-quarters of nursing home residents
65 years and ol der, and two-thirds of honme health care
users. Gven their longer life expectancies and the
fact that married wonen usually outlive their spouses,
many wornen face a greater risk of needing |ong-term
care by a paid caregiver.

The baby boom generation, about 76 mllion people born
between 1946 and 1964, will contribute significantly
to the growh in the nunber of elderly individuals who
need |l ong-termcare and in the anount of resources
required to pay for it. The ol dest baby booners are
nowin their fifties. In 2011, the first of the baby
booners born in 1946 will turn 65 years old and becone
eligible for Medicare. The Medicaid program which
pays for many health care services for |owincomne

el derly, including nursing honme care, will al so begin
to be affected. Baby booners are likely to have a

di sproportionate effect on the demand for |ong-term
care because nore are expected to live to advanced
ages, when need is nost prevalent. The first baby
booners reach age 85 in 2030.

In 2000, individuals aged 65 or ol der made up 12.7
percent of our nation’s total population. By 2020,
that percentage will increase by nearly one-third to
16.5 percent--one in six Amrericans--and will represent
nearly 20 mllion nore seniors than there are today.
By 2040, the nunber of seniors aged 85 years and ol der
will nore than triple to 14 nillion (see fig. 1).
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|
Figure 1. Estimated Number of Elderly Individuals in 2000, 2020, and 2040

In Millions
90
[ ]85+
80 —
I 65 to 84
14.3
70 —

60

50

40

30

20

10

2000 2020 2040

Source: Bureau of the Census, “Projections of the Total Resident Population by 5-Year
Age Groups and Sex With Special Age Categories: Middle Series,” selected years 2000 to
2040 (Jan. 2000).

Projecting the nunber of baby boonmers who will need

| ong-term care services is conplicated by several
factors. Wiile experts agree that the growing elderly
popul ation will increase the nunber of disabled

el derly needing long-termcare over the next several
decades, no consensus exists on the size of that

i ncrease. Projections of the nunmber of disabled
elderly who will need care range between 2 and 4 tines
the current nunber. Researchers al so di sagree about
the effects of better health care and healthier
lifestyles on the baby boonmers’ need for |ong-term
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Publ i ¢ Prograns
and Qut - of -
Pocket Spendi ng
Predom nantly
Fi nance Long-
Term Car e

Servi ces

care. Sone contend that nedi cal advances have
increased |ife expectancy but have not changed the age
of onset of illness and that therefore the need for

| ong-term care nay have increased. Qhers contend
that better treatnment and prevention could decrease
the tinme period at the end of |ife when |long-termcare
i s needed.

Baby booners may al so have a disproportionate effect
on the demand for paid services. Many baby booners
will have fewer options besides paid |ong-termcare
provi ders because a snaller proportion of this
generation may have a spouse or adult children to
provi de unpaid caregiving. This |ikelihood stens from
t he geographi c dispersion of famlies and the | arge
percent age of wormen who work outside the hone, which
may reduce the nunber of unpaid caregivers avail able
to elderly baby booners.

In 1999, spending for nursing hone and hone health
care was about $134 billion. Individuals needing care
and their famlies paid for al nost 25 percent of these
expendi tures out-of -pocket, public prograns

(predoni nantly Medi caid and Medi care) funded 61
percent, private insurance (including |long-termcare

i nsurance as well as services paid by traditional

heal th i nsurance) accounted for about 10 percent, and
ot her private sources paid the remaining 5 percent
(see fig. 2). These amounts, however, do not include
the many hi dden costs of long-termcare. For exanple,
they do not include wages | ost when an unpaid famly
caregi ver takes tine off fromwork to provide

assi stance. An estinmated 60 percent of the di sabl ed
elderly living in communities rely exclusively on
their famlies and other unpaid sources for their

care.
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Figure 2. Percentage of Expenditures for Nursing Home and Home Health
are, by Source of Payment, 1999

2.9%

Other public

Other private

Private insurance

Medicare

Out-of-pocket
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Note: Also includes Medicaid expenditures for home and community-based services,
which are considered as part of “other personal health care” in the Health Care Financing
Administration’s (HCFA) national health care accounts.

Source: Department of Health and Human Services, HCFA, Office of the Actuary, National
Health Statistics Group, Personal Health Care Expenditures, 2001.
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Medi cai d

Medicaid, a joint federal-state health financing
program for | owincome individuals, continues to be
the largest public funding source for long-termcare.
Wthin broad federal guidelines, states design and
adm ni ster Medicaid prograns that include coverage for
certain mandatory services, such as skilled nursing
facility care, and other optional coverage, including
hone and conmmunity-based services. Long-termcare
services under Medicaid are not limted to adults —
about 1 million children with special needs al so
receive long-termcare services from Medi cai d.

Al t hough nost Medicaid | ong-termcare expenditures are
for nursing home care, in the |ast tw decades the
proportion of expenditures for home and conmunity-
based care has increased. By fiscal year 1998, the
nunber of Medicaid recipients receiving hone health or
hone and community-based services was simlar to the
nunber of Medicaid recipients receiving nursing
facility services. How nuch service Medicaid provides
vari es anong states, and Medicai d financing can be

vul nerable to shifts in state revenues.

State Medicaid prograns have, by default, becone the
maj or form of insurance for long-termcare. About
two-thirds of nursing hone residents in 1998 relied on
Medicaid to help pay for their care, but Medicaid
provi des i nsurance only after individuals have becone
nearly inpoverished by “spending down” their assets.
Medicaid eligibility for many elderly persons results
from havi ng becone poor as the result of depleting
assets to pay for nursing hoae care, which costs an

aver age of $55, 000 per year. In nost states, nursing
hone residents w thout a spouse nmust have | ess than
$2,000 in countable assets to becone eligible for

Medi cai d coverage. An overall increase in wealth
anong the elderly neans that a smaller proportion of
elderly individuals will initially qualify for
Medi cai d —and others will need to becone inpoverished
before they qualify.

States historically limted coverage of in-home
servi ces under Medicaid because of concern about the
potential cost of covering services for the |arge

2MetLife Mature Market Institute survey, 2000. This survey also found that
nursi ng hone costs vary wi dely by geographic region, fromnearly $33, 000
per year in H bbing, Mnnesota, to nore than $100, 000 per year in the

Bor ough of Manhattan in New York City.
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nunber of disabled who were being cared for by their
famlies. However, as part of the Omi bus Budget
Reconciliation Act of 1981, the Congress established
the home and conmunity-based service waiver program
The wai ver program gave states the option of applying
for Medicaid waivers to fund home and community-based
services for people, including the nonelderly, who net
Medicaid eligibility requirenments for nursing hone
care. These waivers also allowed states to restrict
the nunmber and costs of eligible individuals served
under Medicaid in home and conmunity-based settings.
Al'l states now have honme and comuni ty- based wai vers,
and nore than 200 wai ver prograns served nore than
450, 000 i ndividuals nationwide in fiscal year 1998.
Medi cai d expenditures for home and comunity-based
wai vers increased an average of 29 percent per year
from 1988 to 1999, reaching over $10 billion in 1999.
The extent of services provided varies considerably
anong the states. Medicaid per capita expenditures
for home care in 1999 ranged froma | ow of about $8 in
M ssi ssippi to a high of nearly $230 in New York.f]

Medicaid is a significant share of state budgets —
conprising 20 percent on average. Dependence on
state budgets nakes Medi caid financi ng vul nerabl e
to states’ fiscal health. States generally nust
mai nt ai n bal anced budgets w thout deficits, and
their revenues often decline in periods of |ow or
negati ve economc growmh. A recent fiscal survey
of states showed that about one-half of states are
expecting declines in revenue growh for 2001 to
2002, and a few states are reducing current-year
appropriations and maki ng ot her adjustnents to
mai nt ai n bal anced budgets.ﬂ At the sane tine,
one-hal f of the states estimate that Medicaid
spending wi Il exceed their current projections.
Wth declining revenue and increasi ng Medicaid
expendi tures, naintaining bal anced budgets in
states may require constraining Medicaid

expendi tures, including the |large share
represented by long-term care services.

3The range excludes Arizona, which is unique in having a capitated | ong-
termcare system

4National Association of State Budget O ficers, National Governor’s

Associ ation, The Fiscal Survey of States: Decenber 2000 (Washi ngton,
D.C).
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Medi car e

VWhile Medicare primarily covers acute care, in the
early 1990s it al so becane a de facto payer for sone

| ong-term care services.ﬂ However, as spending for
both skilled nursing facrlity services and honme health
care becane the fastest grow ng conponents of

Medi care, the Congress in the Bal anced Budget Act of
1997 (BBA) introduced new paynment systemnms for nursing
facilities and hone health providers to control this
spendi ng.

In contrast to Medicaid, which paid nearly half of
total nursing home and other institutional care
expenditures in 2000, Medicare plays a relatively
smal |l role, paying only about 12 percent of total
nur si ng honme and other institutional care
expenditures. Medicare primarily covers acute-health-
care costs and therefore limts its nursing hone
coverage to short-term post-acute stays of up to 100
days per spell of illness follow ng hospitalization
Medi care nursing honme spending increased from$1.7
billion in 1990 to $10.4 billion in 1998 and declined
to $9.6 billion in 1999.

Since 1989, Medicare becane a significant funding
source of hone care, financing $8.7 billion in care in
1999 —or nore than one-fourth of the honme care
purchased for the elderly. Court decisions and

| egi sl ati ve changes in coverage essentially
transformed the Medicare hone health benefit from one
focused on patients needing acute, short-termcare
after hospitalization to one that primarily served
chronic, long-termcare patients. By 1994, only about
one-fourth of honme health visits covered by Medicare
occurred within 60 days foll owi ng a hospitalization
As a result, Medicare, on a de facto basis, financed
an increasing amount of long-termcare through its
home health care benefit. Both the nunber of
beneficiaries receiving home health care and the
nunber of visits per user nore than doubled from 1989
to 1996. From 1990 to 1997, the average annual growh
rate for Medicare honme health care spending was 25.2
percent —more than 3 tines the growh rate for

Medi care spending as a whole. This increase in the use
of these services cannot be expl ained by any increase

SMedi care predomi nantly covers the elderly, but nore than 5 mllion of the
39 mllion Medicare beneficiaries are nonelderly disabled individuals
eligible for Medicare because they have received Social Security or
Railroad Retirenment Board disability benefits for at |least 2 years.
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in the incidence of illness anong Medi care
beneficiaries.

In response to concerns about the growh in spending
for Medicare services, including skilled nursing
facility and hone health services, the BBA included
provi sions to sl ow Medi care spending growth. The BBA
requi red prospective paynment systens (PPS) to be

i npl emented for Medicare services provided through
hone health care agenci es and skilled nursing
facilities, replacing retrospective, cost-based

rei mbursenment systens that did not provide adequate
incentives to control costs. The skilled nursing
facility PPS began to be inplenented in July 1998 and
will be conpletely phased in this year.

For hone health, rather than inmediately introducing a
PPS, an interimhonme health care paynent system was

i mpl emented in October 1997, pendi ng devel opnent of a
case-m x adj usted prospective paynent system Between
1997 and 1998, Medi care honme health spending fell by
nearly 15 percent, while hone health visits dropped
sharphy by 40 percent, and this decline continued in

1999. ~ The new hone health PPS, inplenmented in Cctober
2000, is expected to be a nore appropriate paynent
tool than the interimpaynment system because it is
designﬁd to nore closely align paynents with patient

needs. - PPS rates are based on a hi gher nunber of hone
health visits per user than those currently being
provided. As a result, the PPS can support a large
expansi on of services. However, PPS incentives are
intended to reward efficiency and control use of
services. Because criteria for what constitutes
appropriate honme health care do not exist, it may be
difficult for Medicare to ensure that patients receive
all necessary services. How hone heal th agencies
respond to the PPS and its incentives could have ngjor
inplications for the amount of future Medicare funding
for honme health care, the services provided, and

whet her Medi care remains a significant payer of |ong-
termcare.

6See Medicare Home Health Care: Pr ospective Payment System Coul d Reverse
Recent Declines in Spending (GAQ HEHS-00-176, Sept. 8, 2000).

7see Medicare: Refinenents Should Continue to | nprove Appropriateness of
Provi der Paynents (GAQ T- HEHS- 00-160, July 19, 2000).

Page 11 GAO- 01-563T



Long- Term Care: Baby Boom
Generation | ncreases Chall enge of
Fi nanci ng Needed Services

Private Long-

Term Car e
| nsur ance
Snal | but
G owi ng

| s

Many baby boonmers will have nore financial resources
inretirement than their parents and may therefore be
better able to absorb sone |ong-term care costs.
However, long-termcare will represent a catastrophic
cost for a relatively small portion of famlies.
Private insurance can provide protection for such
cat astrophes because it spreads the risk anong | arger
nunbers of persons. Private long-termcare insurance
has been viewed as a neans of both reducing potentia
catastrophic financial |osses for the elderly and
relieving some of the financing burden now shoul dered
by public long-termcare prograns. Sonme observers
al so believe private |long-termcare insurance could
give individuals a greater choice of services to
satisfy their long-termcare needs. However, |ess
than 10 percent of elderly individuals and even fewer
near-el derly individuals (those aged 55 to 64) have
purchased | ong-term care insurance. The Nationa
Associ ation of Insurance Commi ssioners’ (NAIC) nost
recent data show that approximately 4.1 mllion
persons were insured through long-termcare policiea
In

in 1998, compared with 1.7 mllion persons in 1992.
contrast, about two-thirds of the elderly —about 23
nmllion individuals—have private Mdicare

suppl ement al (Medi gap) i nsurance policies for non-
Medi car e- cover ed expenses such as copaynents,
deducti bl es, and prescription drugs.

Barriers to purchasing long-termcare policies stil

exi st, including msunderstandi ngs anong consuners
about the roles of public prograns, personal

resources, and private insurance in financing |ong-
termcare. Private long-termcare insurance is still a
l[ittle known product, but insurance providers are
seeking to build a |larger market. Many baby booners
continue to believe they will never need such
coverage. A recent survey of the elderly and near

el derly found that only about 40 percent believed that
they or their famlies would be responsible for paying
for their long-termcare. Sone m stakenly believed
that public prograns, including Medicaid and Medicare,
or their own health care insurance woul d provide

conpr ehensi ve coverage for the services they need.
This | ow perceived need for protection decreases
demand for long-termcare insurance. People al so may
be concerned about whether they can afford such

8The accuracy of these policy nunbers is dependent upon the accuracy of the
information filed by the insurers thenselves with the NAIC
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i nsurance now or in the future when their prem unms may
increase and their retirenent inconmes may have
decr eased.

Some enpl oyers of fer enpl oyees a voluntary group
policy option for long-termcare insurance, but this
mar ket remai ns small and includes predom nantly |arge
enpl oyers. Usually enpl oyers do not pay for any of the
costs of these policies, but group policies have | ower
adm ni strative costs than individually purchased
policies, which can result in | ower prem uns. One
study estimated that 6 to 9 percent of eligible

enpl oyees t ook advant age of enpl oyer-provi ded group

| ong-term care insurance where it was available.ﬂ Last
year, the Congress passed legislation to offer
unsubsi di zed, optional group |ong-term care insurance
to federal enployees and retirees beginning by fiscal
year 2003. This initiative will likely establish the
| argest group offering of |ong-termcare insurance and
could significantly expand this market.

The Health Insurance Portability and Accountability
Act of 1996 (H PAA) extended tax deductibility of sone
prem uns and tax exenptions for certain benefits to
qualified I ong-termcare i nsurance policies that nust
satisfy certain conEFner protection standards and

ot her requirenments.— The consuner protection standards
are deened satisfied if a policy conplies with NAIC s
Long-Term Care Model Act and Regul ation as of 1993. As
of July 1998, the Health Insurance Associ ation of
America (H AA) reported that all 50 states (which have
primary responsibility for regulating insurance
policies) required policies to adhere to at | east

9st even Lut zky and others, Prelimnary Data From a Survey of Enpl oyers
O fering Goup Long-Term Care |nsurance to Their Enployees: |Interim
Report ( June 1999).

10A qualified long-termcare insurance plan is defined as a contract that
covers only long-termcare services; does not pay for services covered
under Medicare; is guaranteed to be renewabl e; does not provide for a cash
surrender value or other noney that can be paid, assigned, pledged as
collateral for a loan, or borrowed; applies all refunds of prem uns and
all policyhol der dividends or simlar anmounts as a reduction in future
premuns or to increase future benefits; and neets certain consuner
protection standards. Also, paynents received froma qualified plan are
consi dered nedi cal expenses and are excluded from gross income for

determ ning incone taxes. Per diempolicies that pay on the basis of
disability rather than reinbursing for services used are subject to a cap
of $180 per day per person in 1998. CQut-of-pocket expenses for |long-term
care are allowed as item zed deductions along with other nedical expenses
if they exceed 7.5 percent of adjusted gross incone.
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three of these NAIC | ong-term care insurance
standards. These three standards require policies to
(1) not nake prior hospitalization a condition for
coverage, (2) have an outline of the coverage the
policy provides, and (3) be guaranteed to be renewabl e
and noncancel abl e except for nonpaynent of prem umns.
In addition, all but one state adheres to the NAIC
definition of long-termcare insurance (policies that
provi de coverage for at |least 12 nonths for necessary
services provided in settings other than acute-care
hospital units), and all but two states adhere to the
preexi sting conditions standard. Overall, H AA
identified 14 NAIC provisions specified for long-term
care policies to be tax-qualified under H PAA that had
been adopted by at |east 35 states as of July 1998.

Affordability of
Long- Term Car e

| nsurance Concerns
Many El derly

| ndi vi dual s

Many el derly and near-el derly individuals question the
affordability and the value of long-termcare

i nsurance relative to the prem uns charged. Long-term
care insurance costs vary dependi ng on the

pol i cyhol der’s age at the tinme of purchase, optional
benefits and terns selected, and the insurer.

Premiuns for a 65-year-old are typically about $1, 000
per year and can be nuch higher for nore generous
coverage or for older buyers. The affordability of

| ong-term care insurance deternmines to a great extent
its market and is a key factor in individuals’

deci sions to purchase and retain a |ong-termcare

i nsurance policy. Although assessing whet her

i ndividuals can afford a policy is subjective, sone
studies estimate that |long-termcare insurance is
affordable for only 10 to 20 percent of the elderly.
Affordability is even nore of an issue for narried
coupl es, who nust each purchase individual coverage.
Wil e sone insurers offer discounts to narried coupl es
when bot h purchase | ong-term care coverage, elderly
couples are still likely to pay at |east severa

t housand dollars annually for |ong-term care coverage.
Those who consi der and deci de agai nst purchasi ng | ong-
termcare insurance say they are skeptical about

whet her private policies will give adequate coverage.
Those who do find I ong-termcare insurance affordable
when purchased may later decide it is not if their
financi al circunstances change or the prem uns

i ncrease. An industry group estinates that 55 to 65
percent of all long-termcare insurance policies sold
as of June 1998 remain in force.
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Insurers state that it is prudent to buy long-term
care insurance earlier rather than later inlife
because prem uns are based | argely on an individual’s
age when the policy is purchased. A policy purchased
when a person is in his or her 40s or 50s has much

| ower prem uns than a policy purchased | ater; however,
the younger person pays the prem uns over a |onger
period. If a person waits until age 79 to buy, the
prem uns are typically about 2-1/2 tinmes higher than
if the same policy had been purchased when he or she
was 65, and about 6 to 10 tines higher than if the
policy had been purchased at age 50.

Unfam liarity with the concept and uncertainty of the
val ue of long-termcare insurance may deter some
peopl e from purchasing a policy. A relatively | ow
prem um at age 45 may nonet hel ess seem high for a risk
that nmay not be realized for 40 years. Concerns about
the cost of premuns relative to the value of policies
may be a factor deterring purchases, especially when
premuns for a simlar policy for the sane individua
can vary widely. For exanple, a 65-year-old in

W sconsin can pay $857 to $2,061 per year for a | ong-
term care insurance policy depipding on the carrier

even if the terns are simlar

Consuner Protection
Vital, Especially

If Private

| nsurance Plays a
Larger Role in

Fi nanci ng Long- Term
Care

Consuners deserve conplete and accurate information
about any insurance product that they purchase, and
sales of long-termcare policies are not likely to

i ncrease significantly unless consuners are given
adequat e and understandabl e infornmation to assess
them |If long-termcare insurance is to hel p address
the baby boom generation’s future long-term care
needs, individuals nust understand what they are
buyi ng and what future changes, if any, they may face
in their policy's coverage or premuns. Wile NAIC s
nodel standards have hel ped address prior deficiencies

1annual preniuns for individual basic |ong-term care insurance policies
mar keted in Wsconsin as of October 1999, with a $100 per-day nursing hone
benefit, $50 per-day home health benefit, lifetine benefits, a 90- or 100-
day elimnation period, and no optional benefits.
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12
in the terns of long-termcare policies,it is
uncertain whet her these have been sufficient to assure
consuners that long-termcare products are reliable
and the ternms of the products are easily understood
and will be fulfilled. Recently, NAIC further anmended
its nodels in response to concerns about dramatic
prem umincreases that sone |ong-termcare
pol i cyhol ders experi enced.

I n August 2000, NAIC anmended its Long-Term Care

I nsurance Mbdel Act and Regul ation to strengthen
consuner disclosure and encourage insurers to set
initial rates at levels unlikely to require further
increases. |In part, this was intended to address
probl ens such as those highlighted by a recently
settled class action lawsuit involving |ong-termcare
policyholders in North Dakota who had dramatic prem um
I ncreases —sonme by nore than 700 percent —even though
they believed that their prem unms woul d not increase
as long as they held their policies. In states that
adopt the new NAI C nodel anendnents, insurers wll
have to provide witten information to prospective
pur chasers expl ai ni ng

that a policy’s premummay increase in the future
why prenium i ncreases nay occur,

what options a policyholder has in the event of an
i ncrease, and

the 10-year rate history for their policies.

In states that adopt the nodel, consumers will also
have to specifically acknow edge that they understand
their policy' s premuns nmay increase, and insurers
nmust expl ain any contingent benefit available to
policyholders who let their policies | apse because of
a substantial rate increase. Additionally, NAIC
adopt ed anendnents to better ensure that |long-term

12| h 1993, we reported on a nunber of problens in the long-termcare

i nsurance market, including those related to disclosure standards,
inflation protection options, clear and uniformdefinitions of services,
eligibility criteria, grievance procedures, nonforfeiture of benefits,
options for upgrading coverage, and sal es conmi ssion structures that
potentially created incentives for marketing abuses. See Health Care
Ref orm Suppl enental and Long-Term Care | nsurance (GAQ T-HRD-94-58, Nov.
9, 1993).
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Concl udi ng
bservati ons

care insurers price their policy premuns to be
sufficient over the lifetine of the policy, so as to
nmninmze the need for future prem umincreases. As a
further consuner protection, these amendnents require
insurers to reinburse policyhol ders when any rate
increase is found to be unnecessary and all ow state

i nsurance conm ssioners to ban an insurer fromthe
long-termcare market if the insurer has a pattern of
offering initial policy purchasers inadequate prem um
rates. For the new NAIC nodel provisions to becone
effective, states nust choose to adopt them as part of
their statutes or regulations. An NAIC official
reported that sonme states have begun considering

| egislation or regulations reflecting the revised NAIC
nodel s but that states will vary in whether and how
qui ckly they adopt particular portions.

The agi ng of the baby boomers will greatly increase
the nation's elderly population in the next 3 decades
and thus increase the popul ati on who need | ong-term
care services. The need for these services wll
becone nore critical after 2030, when this popul ation
reaches age 85 and ol der, which is the age group with
the greatest need for long-termcare. Recent

| egi slation authorizing a new federal enpl oyees’ |ong-
termcare insurance offering and proposals that woul d
establish new tax subsidies for the purchase of
private long-termcare insurance aimto increase the
role private insurance plays in financing |ong-term
care. Increased confidence in long-termcare insurance
and the availability of affordable, reliable products
are al so crucial conponents of private insurance if it
is expected to play a larger role in financing future
generations’ |long-term care needs.
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